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SUBJECT: Home Appliance and El ectronics Service Contracts Regul ated by the Bureau

of Flectronic and Appliance Repair of the Departnent of Consuner Affairs

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

This bill would provide that the Insurance Code does not apply to service
contracts offered by regulated utility conpanies, thus making taxpayers offering
these contracts liable for income or franchise tax, rather than the gross
prem uns tax.

This bill makes various changes to the Business and Professions Code and the
I nsurance Code, but will be analyzed only as it inpacts the income tax system

SUMVARY OF AMENDMENT

The July 9, 1998, anendnent is the first version identified by the departnent for
anal ysi s.

EFFECTI VE DATE

This bill would be effective January 1, 1999.

SPECI FI C FI NDI NGS

Current state | aw provides that warranties on home appliances are regul ated by
t he Department of Insurance as a hone warranty.

This bill would provide that the Insurance Code does not apply to service
contracts which are offered or issued by a person or affiliate of a person whose
business is regulated by the Public Uilities Conm ssion and neets the foll ow ng
four conditions: the person or affiliate acts as the guarantor of any service

Board Position: Department Director Date
S NA — NP
SA 0] _ _NAR
—— N —_ OuA —X__ PENDING G. Alan Hunter 8/19/98

C:WINDOWS\TEMPSB 2075 07-09-98F.DOC
LSB TEMPLATE (rev. 6-98) 08/27/98 2:31 PM



Senate Bill 2075 ( Pol anco)
Amended July 9, 1998
Page 2

contract under this section; the service contract termis for one nonth or |ess;
the issuing person does not engage in the business of home protection; and the
person issuing the contract is regulated by the Bureau of El ectronic and
Appl i ance Repair of the Departnment of Consumer Affairs. Thus, these taxpayers
woul d be liable for income or franchise tax rather than the gross prem umtax.

| npl ement ati on Consi derati ons

This bill would not significantly inpact the departnent’s prograns and
oper ati ons.

Techni cal Consi der ati ons

The | anguage of the bill uses different terns such as “a person or affiliate
of a person,” “conpany,” “regul ated person” and “the person” in reference to
the entity offering or issuing the service contract. To be consistent, it
is suggested that the bill be anended to use consistent terns in referring

to the entity offering or issuing the service contract.

FI SCAL | MPACT

Depart nental Costs

This bill would not inpact departnental costs.

Tax Revenue Esti mate

This bill would affect sufficiently few taxpayers that the revenue inpact
cannot be disclosed. Assuming that a taxpayer’s only incone is from service
contracts, as a general rule, the taxpayer with taxable incone of

approxi mately 27% of gross sales would pay the sanme tax under the gross

prem uns tax or the franchise tax. A taxpayer with taxabl e inconme greater
than 27% of gross sales would pay nore taxes under the franchise tax than
the gross premuns tax. Thus, a taxpayer with taxable inconme |ess than 27%
of gross sales would pay nore taxes under the gross premuns tax than the
franchi se tax.

Tax Revenue Di scussion

BOARD POSI TI ON

Pendi ng.



